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"Studies of the Impacts of Federal Health-Eelated Research 
Expenditures upon Institutions of Higher Education." Sincje proposals 

' for substantial changes in federal regulations governing 
reimbursements for the indirect costs of academic research have 
recently - appeared/ the status of these developments is reviewed. 
Rai;ticular attention is given to -the c.ojnmunications between 
representatives of universities and their ' associations . and 
representatives of the "Executive Branch and the Congress for the 
purpose of a.chi*=^sfin^ agreement on procedures for resolving the issues 
raised. Digests of material from Raymond J. Woodrow's monograph 
entitled "Indirect Costs in Universities" and other sources are 
presented that relate to policy implications. The discussion is 
organized under six headings: (1) the determination of indirect cost 
r^tes; (2) policy limitations upon the recovery of costs of research; 
(3) rising^ trends in indirect costs; (U) indirect-cost problems 
arising within academic research institutions; (5) recent proposals^ 
for revisions of federal indirect-cost regulations; and (6) general 
conclusions. (LB^) ' 
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A REPORT ON THE INDIRECT COSTS OF ACADEMIC RESEARCH 



I. Introduction * * . , 

study of Ciia polic)^ implications of the indirect costs of academic 

\ 

research was one of the tasks specified by the PresideYit's Biomedical Research 

Panel injthe^contract with the American Council on Education for "Studies of 

~~ ~~ ----- ^ • * 

the Impacts of Federal Healrth-Helated Research Expenditures upon Institutions 

of Higher ^Education. " The Panel defined its interests liin the problem of indirect 

cpsts in terms of the fbllowing questions; 

1. How are indirect costs determined and indirect cost rates negotiated? 

2. ^ How is the audit process conducted for renegotiation of indirect cost 
^rates? 

3. What differences are there between federal and ribn-federal funding 
agencies if\ policies covering indirect costs and the development of 

' indirect-cost •rates? 

' 4.' Wliat i^atterns exist in the control and^ allocation of federal indirect-, 
cost reimbursements? 

5. 'What jDolVcies and restrictions *are followed as to the uses that can be 

made ?of.such funds? 

6. What is the institutional attitude toward pre^nt federal percentage 
levels, federal restrictions* and federal administrative procedures 
relative to such funds? \ 

.It was af;reed in the. proposal for the general investigation that the study 

of indirect costs would >e the joint responsibility of the American Council on 

tiiiuation (AO:, the prime contractor) and its two subcontractors » the Association 

of American Medical Colleges (AAMC) and , the R'^nd Corporation (RAND). The prescr^t 

TTasheen prepared, ThetTrf^ij^e, under the joint aegis o\ the projecyt direr* 

tors for the three organizations: Lyle^^tKs,.,^^ (ACE) » Thomas E. Morgan (AAMC) » 

and Albert P. Williams (RAND)* i ' ^ 



r 
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It was decided that systematic answers to most of the Panel's q^uestlons, 
could be^t be provided through the ^preparation of a comprehensive monograph- by 
an individual vith extensive experifenc^ in university45esearch administration . 
who had also been involved in; the participation of higher-education representa- 
tives in the development of federal indirect-cost regulations. Raymond J. 
Woodrow of Princeton University was selected fo-r this task as being the best- 
qualified person available/ His monograph entitled Indirect Costs in Univer- 
sities (11) is being submitted as a supplement t6 the present report; and the 
Table of Contents has been reproduced herein as Appendix A. 

/ Other contributors of material for this study* included Frederick B. Putney 
c/f Columbia University who prepared' a paper elaborating on . the numerous miscon- 
ieptions of the nature of indirect costs and providing a detailed example cf 
indirect-cost calculations for a hypothetical university. / 

On a different aspect of the problem, George W. Baughman of Ohio State 
University assembled data designed €o explain why indirect c(3fets have been 
increasing recently.at a more rapid' rate than the direct costs of research. 
His source was the Ohio Higher Education Price Index of the Ohio Board of Regen.ts, 

which is based on price-chan^ data for the twelve state-assisted universiti.es 

J 

in Ohio. Comparative percentage changes for selected. components of this 

- ° .- ' • ' 

price-index series have been included- in this report. 



^Raymond j/Wood?)bw served for many years as Director of Research Administration 
and Execujve Secretary of the University Research Board at Princeton University. 
He was a coN^ultant and member of -various national committees concerned with 
federal indirect-cost Tegulat ions , and has published several articles on the sub- 
ject (cited among tj% references in his present monograph). -Since his retirement 
from the position naAed above, he has directed .an NSF-supported. project on research 
management in universities under the aegis of P^nceton's University Research Board. 



•Inasmuch as proposals for substantial changes in federal regulations gov- 

t 

ernlng reimbursements tot the indirect costrs of academic research have recently 
appeared, a ^nal section has been included in this report on the status of 
these developments. Particular attention has been given to the communications^- 
between representatives of universities* and their associations and representa- 
tives of the Executive Branch and the Congress for the. purpqse df achieving 
agreement on procedures for resolving the issues .raised- ~^ 

The follo^i^ing sections cons^t mainly of digests, of material from Woodrow's 
monograph and other sources^ that relate to the Panel's questions and to other 
aspect? of the policy implications of the indirejtt costs of academic research. 
The discussion has been organized under six headings: (a) the determination 

A r 

of indirect cost rates;: (b) policy limitations upprr the recovery of costs of , * 
research; (c) rising trends in indirect costs; (d) indirect-cost problems arising 
within academic research institutions; (e), recent proposals for revisions of 
federal indirect-cost regulations; (f) genferal conclusions. ^ 
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111. The .Determination of Indirect-tost 'Rates 

%Federal-policie^rand .procedures governing reimbursement for the indirect 
costs of research conducted by universities haye evolved through Wrous stages 
sinc-e 19A7, when the^f irst .set of regulations provided for the determination of 
..an average indirect-cost rate covering all instructional and research activities 
of an institution— based largely' pn its regulaj financial report. They were 
'superseded in 1958 by Bureau of the Budget Cirqular- A-2l', which was applicable 
only to research costCB and whieh established a systematic set of costing prin- ' 
ciples and general guidelines (but not a detailed set «of uniform accounting 
procedures). The' document was developed by an .interagtency committee which 
worked densely with a group of university representatives organized by the 
* American Council on Education. ^ . *1 ^ 

circular A-2l has been revised -five times. In 1973,She responsibility 
for this function was transferred" to the General Services Administration— which 
reissued the regulations without substantial change as Federal Managementr Cir- 
cular No. 73-8 (Flic 73-8).. Recently, the Office of Management and ' Budget (0MB) 
-has reass^e4 this administrative responsibility. 

Several points regarding this history of ^the federal regulations governing 
indirect costs ^nd indirect-c($st rates are pertinent' to the majoi^ issued taised 

in discussions of this subject: 

1. Tlie research 'activities conducted by universities gerierally require 
^ * numerous services and other support which fall under the accounting 



tegory of indirect c^osts and which can be most equitably prorated 
^individual t^rojects on the basis of some such principles as those 



ca 
to 

embodied in FMC 73-8. 




2. Indirect costs are ^.e^Tcosts ,&hat must be met by an institution from 
its operating budget. If individual projects ofr other activities 

' requiring indirect-coat- services do not pay their pro rata share of 

the cost, it must::Fe~%"p"r«r-Br th'^smalnTiHr ^ 

budget. 

3. Differe'-ices of opinion exist between fe^deral agencies and universities 
as to what indirect costs are allowable as charges," a gainst research 
grants, but the responsible federal agency makes decisions in t^ese 
cases and they are reflected in the indirect-cost rates finally ap- 
proved after an appropriate auditing process. 

4. 'To a considerab^^^^riurrent , efforts to change tlje indirect- 
cost ^^ftg«iiffl5^ir arise from unsatisfactory, accounting practices and 
RQorly- documented requests for reimbursement on the part of some 

" ■ 'in^^ft^jtlons--th^t-^feiu5abI^ attempting to comply with .the regu- 
- 'lations and the terms of their audited indirect-cost rates. Many of 

these criticsms are undoubtedly j.ustified, and the higherredii^^tion 

• associations mainly concerned are taking steps to urge their member 
■ institution^ ^to institute more rigorous accoiin'ting and documentatipn 
procedures in claiming indirect-cost reimbursements." 

5. The efforts to revise the policies and regulations, however, go far^/ 
beyond steps to assure better compliance by a minority of institu^/ 
tions. The proposed .changes would limit further the range of iif- 
dixect costs eligible for reimbursement under research grants^and 
contracts; and they would institute enormously costly changes in . 

• detailed accoun^-ing and reporting procedures (which the-present FMC- 
73-8 specifically views as undesirable). 

f V . 'Policy LlmitatibAs upon the Recovery of Costs of Research 

The Congress and the Executive Branch have from time to time imposed 
ceilings or other f^s of limitations upon full recovery of the costs of ; • 
research by academic ;Lns,titutions . Such limitations have usually applied to 
grants rather than contr^ts (the limitations^ to such recovery, under contracts 
relating mainly to what charges are "allowable" as iriSirect costs of research) . 
In the case of research grants, initially thereb?^~^_per iod in which indirect- 
cost P-eimburseroent was limited to a fixed percentage of di^fect project costs. 
This percentage for ^^IH, for example, was fir^ estahli^lJetf'^a t 8 ^er cent of 
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cJireoC project co'sts— a limit thrat was first raised to 15 and latfer. to 20^pi^ 
cent: for HEW projectsT Curiously , independent agencies, by, contrast, were 
aUowed a r^imbu?sement limit of 25 per cent for indirect costs for one year; 
but this was redu-ed^o 20 per' cent f|jr' the following year.. 

The Congress in 1l965 abolished all indirect-cost ceilings'but rejJlaced 
them vith a policy of "cost sharing. . This statutory -rest~r~i^t-ioa ijxpvided that 
no recipient of a federal grant for research should be paid "as much as the^ 
entire cos t of the project." Individual agencies were left reasonably free to 
determine how the cost^sharing policy should be implemented. 

One reason given for .requiring universities to share in the costs of 
grant-supiported research is that^ such activity is an integral part of the in- 
stitution's regular educational program and hence should not impose an extra- 
neous added burden. In the abstract, this argument is a plausible one—and 
it is 'similar -to the one usually made by foundations—but conformity to its 
■•logic" would mbst assuredly curtail the level of university participation in 
the nation's research effort or else would seriously distort the total educa- 
tional programs of universities by siphpl^ing off resources required for the 
effective performan/e of important "n/n-sponsored" acCivities. The deteriofa- 
ting general fir/ncial situatiot|/of' research universities, caused by the com- 
bing effects 'of inflation and recession, makes the burden of sharing in the 
,<,sLs of federal programs Increasingly difficult for institutions to bear. 
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Since preclse^^f^ion as ^^.^^^^^^ of^ir^harlng and 
to the nat^2^2£:BS.i»t^^ different types of institutions is unavail- 
able.Mt is believed that a -systematic stu^- of this problem 'should be spon- ■ > 
sored, by an apprc;priate government agency or agencies. Consideration should . 
be-given in such a study to a comparison of the federal indirect-cost pdlicres 
applicable to -industry with those prevailing for universities. 
""vr~ "RisTri^~T^ds- i-n-lndirect - Costs^ ' ^ 

' The evidence Is reasonably clear horn .eVei^arsources that the indirect 
costs of research as a proportion of total costs (or. as a percentage of direct^ 
costs) have been rising in recent yg>rs. The evidence is not so clear, how- 
ever, as to the magnitudes of thestf increases for various type^ ol research ' 
activities or among different -institutions. Furthermore, th^ reasons tor 
such increases are not fully understood or adequately appreciated b, mapy who 
are coneemM about the.. The present sun-«y wlli'present evidence on-'the 
trends In such increases for «IH grants' to universities in the.ACE sample..and 
"will then cite price-increase data to show why Indirect costs have Increased- at 
a faster rate than direct costs-.' 

riirr^:?c:nrag::T^^^^^^ 

Tofi^iii^^stSu^ti^.:? s::r:rsetS ^orp^^c^trg. covenn, ■ 

" ' . xthe fiscal years 1969 .through 1975: 



1969 1970 1971 
? 



1972 - 1973 1974' 1975 



Indirect Costs 21.7%' 23.5% 24. 4X 25.6% 26.87o 27.5% 26.5% 
27.7 30.7' 32.3 34.4 36.6 3/.9 '^^Tlo 



Costs 



Indirect^Qsts 
Direct Cost>- 
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r.nm parative Increases in Prices for Direct and .^fndirect Costs' of • 
Univers ity Operations. There are several r^sons^y indirect- costs 
have increased more rapidly than direct co^ts offresearch in recent 
years. Prohalrly the 'most-^^gn-if leant h^-^e^rL_J:he__dif f erential,. ; 
•tef feces of inflation ^nthe_two__t.ypes^f^penditures. The direct- 

ooponenr-oFYiSi^r^rij^enditu^^ has a higher proportion of 
salaries and wages than the indir^^O^cost component; and the former 



has beui increasing at lower rat^than the latter. The-j)rlce iji- 
creases foB books and periodic^, utilities, and ^er non-persormi 
Itms hav^escalated far more rapidly in recen^years than perstJnnel 
compensation (which is the denominator in most formulae for deter-. . 
mining- indirect-cost rates) -as the folipwlng price-change percentages 
show: - - 

* AAUP^ Ohio Higher .Education' Price Index 

sonnel Prices 
Ary Phys. Plant . 



Fiscal 


Faculty Com- 


All 


Kon 


Year 


pensation 


Prices ' 


All 


1968-69 ' 


- 7.2% 


^ 5.7% 


3.0% 


1969-70 


7.1 • ' 


6.8 


5.9 ■ 


.1970^71 


6.2 


6.0 


8.5. • 


1971-72 


4.3 


A. 4 ■ 


A. 8 


■I972r73 ' 


5.0 


5.. 9 ' 


-9.0 


1973-74 


> 5.9 


9.0 


18.6 


197A-75 


. 6. A 


10.6 


.1A.8 . 



Lib/ary 

^ A. 8% 
10.6, 
11.5 

" 9.6. 
12.1'' 
13.3 
18.2 



2.8% 
8.6 
9.7 
5.0 
10.2 
29.7. 
21.0 



Anpther major factor cpntributing' to rising indirect costs has l>een the 
coses of compliance with federal laws and regulations-^-e.g. , those relating to 
"such federally mandated so<;ial programs as the following: ' equal employment 
opportynity/ equal pV /affirmative a/tion, occupational safety "and, health,-; 
■ minimum wage' and fair-labor standards. Social Security increases, health-ma: 
tenance organizations, ,and ^nvironmeftital protection (10)^ 



lin^ 



See Re.ferences, number 1. 



^Provided by George W. B*aughman of Ohio Strfte Univer:sity f^ra the price indices^ 
developed by the Oh^o Board of Regents from the records jrf the twelve sta^ 
assisted universities in Ohi6< 



More specifically affecting federal grants and contracts /egulat/ons ' 

^ 1 11 u..o^'rtocc ronrerns, minority 



relating to tKutilization of labor surplus*, small business conpe 
usiness anterpri^e^. 



.^he uee^Miuinan subjects in research, animal-care require-. 



.en.s,. veterans; aad .employ^^nt of the handicapped. . 

Co.pli^Sr^these regulations as.well .s.with the increasingly detailed ^ 
information, reguir^ment^^under grlnts and^on tracts;.' all hav.^ increased the" ^ 

i-ndTrect 'tfosts of the administration of spons^T-VesearcK^ ^\ ' 

VI.. Tnrijror .t-Cost Problems Arising withjLn_A,caijj|^^ 

Two general types of intra-insti"tutional - problems related to indirect costs 
may be identified: (a/those relating to the determination of the indiVt- 
cost rate stryctyreJo^he-ilstd^uCior^^^^ as re^gards complex Uir 

ver^ifeiis^^i^tTurge and varied types of organizational units; (b) aftd those,. - •. 
effecting the internal allocation and use of indirect-cosl reimbupemehts. 
received by the insti-tution. 



Th^ pr^oWrem of „ determination of the ap^op^ia^e rate'structure. fot 'indl^rect 
aninstitution'is^th^^ of fhe federal agency in charge 

^f-^^'Tlidiirr^nd^est^^^ of rates under fed^^r^l regulations. Separate 

idirect-cosT rates, might be established yithih a complex institution for^^ ' 
lI^gT^'relativeiy autonomous research unfits v^ose indirect cost^s varied sub- 
stantially from tho.a for tHfc'remaTnder tbe institution/ Sbch a Jetern,ipat^On 
presumably would be made irt.negotiation with the institution in te^r^s of. -an 
equitable "balance a^bet^een^ the institutional arid the federal ' interest . ^ 
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Conflicting Lntii^4^and points of view often arlso witian rosuarch unlvt-r- 
v.Lli^H r-egarding both thiTWdiby of indirect -cost^hargcs and tho equity oC 
intep^l budgeting of indirect^t revenues. " Faculty .members arid deparrment 
he/ds, for example, sometimes feel\at their individual -projects' do not requite 
all of the indirect-cost services £hat\e specified iti the negotiated ratk 
structure. .They fail to understand that the latter is based upon an averaging 
•of 'the ciosts of such services for all projects^ the institution (or within 
the plrt of it covered by a particular rate scrucVe) . - For the .genial exeSft- 
tiye of<ficers,-o§ the institution, on the other hand, t^he totality of indirect . 
costs ^epresentrs ohliga.tionS. that must be met; and sucXcpsts increase gener- ■ 
ally in proportion to the^ expansion of research and -other ^ivities. ^ Admi'n- 
.istrators are cpn^etned, moreover, .wiCh. the problem of meetingS^e indirect 
'costs that are not '-^i^ under feder^T^gulations and^iinder thWaw te-^ 
quiring tJie sharing of the ct)Sts, of grant-supported research. 

- - Steps need to be taken to assure, better mutual understanding of ^K^espec- 
tive attitudes and concerns- of both faculty and administrative grouj^g. It 
•e^^IIally ' important for\aculty members 'ani^e^arttSent heads to understand 
"that "if- the- costs of sponsored projects are not >>>lly reimbursed, thjy must be 
met by the' reallocation of institutional, funds -from other programs and purposes 

The federal interest .in the internal budgeting of indirect-cost revenues 
"would appe'ar-to relate solely to the question of whether or no€ its sponsored 
...projects -have •been provided with adequate indirect-cost Services. It i^ not 
the federal respo.nsibility or prerogative to enter into, an evaluation of the 
educational budget of an institution, which '-includes indirect-cost r^enues ' • 
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as a exponent that must^be integrated into the totality ot the general^evenues 
available for the educational and support operations of the institution as^ a 
Whole. Federal responsibilities v/ould seem to end with the' determination tUat^ 
an institution's indirect^^cos^te.s are justified, that its requests for re- 
imbursement are valid, and that the indire^cUcost services required for feder- . 
ally sponsored! projects are satisfactorily provided. 
VII. Proposals for Re-^isions of Federal Ind irect-Cost Regulations ' 

Two federal repoTts issued di^ring 1975 have 'stimulated rented discussion , 
of reimbursement for the indirect costs of academic research. ?he first was . 
• submitted to the Coimnittee on Appropriations- of the U.S. House of Representa- ^ 
tives'by its Surveys and^ Investigations Staff (9). Although dated March^975. 
the report was not released until february 12. 1976. The second docum^ent. 
still In draft form, was prepared in the Office of the Assistant^ Seer etary. 
Comptroller. Vf the Department of Health. Education, and Welfare-as proposed 

revisions of FMC 73-8 (7). 

The House Staff Repi)rt was devoted mostly to a detailed review of indirect^ 

* • 
cost -regulations" and to implementation of the regulations within the Depart- 
ment of Health. Education, and Welfare. Particular attention was paid to^ 
statistical information on indirect-^ost reimburseipents. including the unavail- 
ability of such information from certain HEW agencies. Among other ^ecommenda- 
tions. the following proposals were of special concern to institutions of higher 
i^ucation and their associations: 
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"The Investigative Staff suggests that 'the Committee may wish to request 
HEW tntudy the pc«s ibility^of developing standard direct cost defxQxtxons 
and Tsinile base for overhead distribution.' Sueh definitions would re- 
quire iaf certain expenses- be considered direct costs; all ^J^er ailowabl. 
' expenses then would, be included in indirect" cost pools. By/lassifying 
specif ic- cost dements as direct costs and -clausing all. other allowable 
costs to be included in indirect cost pools, ^HEW program people wo(ild be 
able to compare indirect costs or supportive costs ^ 

to another. In conjunction with the- establishment of l^-f^f ^'^^^^^^ 
-cost definitibna; HEW should consider the establishment, of a single base 
-for applying indirect costs. Currently In- the National ^^^^^^^^f . 
Health Indirect Cost Management System there. are 92. separate .ba^e plans, 
for applying* indirect costs" (9, pp. 89-90). - 
" it is .not cle^ what relationship,' if W. might, have existed .bet w^en^the - 
•House St-aff' Report and the HEWdtaft of ,T-^onnnended revisions to FMC 73-8. 
Th^ HE^. reconpencktions were^made>Vailable list fall in^draft farm to various 
federal agencies and-to highlr-educat ion associations ; 'in the "^r.^umed expec- ^ 
tation that they ;ould eyenk.lly be officially recommended to, th^•Gei^er3l 
services Administration as revisions oi FMC 73-8. Bu^, as no t^d above, admini- 
strative responsibility for kc :h-8 .w^recently.^assumed by "the Of t ice of ^ 
Management and Budget <Jan'uary 1, 1976) ;^and_^'if 'Hfl^-^ec ideas' to adopt ^official ■ 
recommendations for revisions of tfiC 73-8'; .they would be submitted to 0MB • _ ■ 
Strong pppbsition to parts of both^f 'these reports has been registered ■ • 
" by universities and th.eir' association representatives. An' Interassociat_ion 
Comn^ittee on Indirect Cost , for' example , 'has submitted to the House Appto^ia- 
tionS-Conunittee.a stat;ement entitled "C^ntoertts on the Report, .'Overhead. Reiml 
^ bursement to Grantees^and ContVlctors, .Department of Health, Education, and,,^ 
WelEar'eV '' While a«reeing,»lth several of the points mde in.the House Staff 
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4 The associations represented on this committee are the American Council on 
Education' the Association of A^^erican Medical Colleges, the Assocxatifcn ^f 
"ericL universities, and the Association of Land-Grant Colleges and State 

- ' . . ' ' i - 

Universxtxes. - * ' ♦ 
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Rep'drt. the Interassociatioo Committee took particular exception to the recom- 
mendatidn for "stamiard cost definitions and' a single base for oveiliead distri- 
bution." In support of its opposition, -the Committee cited one of the central- 
point$\fiade'\n an earlier study of the indirect costs of academic research by' ' ^ 
■ the General Accounting Office,: " "It is not feasible to determine indirect „ 
-costs by a fixed m^^ihod or proce4Aire applied-, uniformly under all conditions" 

.;, One of th^ concerns, expressed ir^ the House Staff Report, which ^reflected 
quistioris raised in various committee hearings, was why the indirect costs of 
academic research appeared i^o b4 increasing more^rapl^ly than direct costs. A 

. papet^ir-fl^i^^^ject, prepared by C.V. Kidd of the Association of American 
Universities, was recently submitted'to the 'Representative Flood of the House , 
Appropriations' Committee (5). This paper inaorfij^ted infornation from various 
sources, including some of the data presented 'in an earlier section of the pre- 



sent report • • ' ) 

' In order eo coordinate the efforts of tfte universities and hflgher educa- 
"tion associations to respond constructively to the. two" federal reports, and to 
'o>er expressions of concern in the Congress and the Executive'Branch. a special 
committee of university presidents atxd business officers has been -established 
with JohRW. Oswald, President of Pennsylvania State University and President 
of the Association of 'American Universities, as its chairman. The comiitLttee 
has addre^led communications to Secretary David Mathews of HEW, to Representa-' 
tive Daniel J. Flood of th^House Appropriatiqns^Committee, and to John J. . 
^Lordan, Chief .of the Financial Management Branch of '0MB. Among other actions, 

■ ■ ■ • ■ \ 
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it was reported -that Roger W.-Heyns, President of Che American Council on Educa- 
tion, had written to the presidents^ alf^ ACE member institutions urging a • • 
careful review of their procedures for deterliining indirec.^ etrsfesaL£^^e^_^ 



ensure full compliance with current guidelines. His' letter gnnounced that 
regional workshops were being scheduled by the National Association of College 
and University BusjLjiess Officers and its Committee on Governmental Relations 
for the professional review of the principles arid practices for determining 
indirea^^jcosts with business officers of institutions. 

The committee's letter to Representative Hood aUo recommended that a; 
speciaf federal irSeragency group be established ter^onduct a full review of 
indireot-cost policies and to make recommendations for revisions to OMB. A 
group of university representatives wou^e fo™3ji to make concurrent sugges- 
tions-a. procedure that was fo'llowed in the original drafting of Circular A-21. 

General Conclusions 
■This report on the indirect costs of academic research has been focussed 
upon two main types of problems. The first type is primarily technical in 
nature, relating largely to accounting principles and procedures for^^determd 

■ the costs of research and for assuring teimbursement^for^J^^ costs in 
accordance with established guidel^in^^r^e second category concerns issues 
of public policy relative to responsibility for the financing of a.cademic 

'. research*. That thi^ responsibility is one that should be shared by universities 
and the federal government is generally recognized; but there' is far from 
general agreement regarding the,policies that should govern the sharing o£. the 
costs of federally sponsored projects, • 
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. In the light of the dovelopm^tS'^described in the preceding section, the 
prospects now , seem .favorahie for a c6mprehensive review of the technical issues 
-regardihg the determination/of research costs, indirect-cost -rates, and improved 
"'7^^^ncr^i7rist3B±i6*e4..a^^ Universities and the^^ associations ^ 

believe that a careful study of these problems by tlje staff of. ^ sp^cial inter- 
; agency committee will clear up many misco^^^^ions about indirect costs; and 
,they hope that one outcome will 'he concurrence in the conclusion of the earlier 
GAO stu^ly that emphasis upon costing principles and general guidelines is 
pr^erable to the imposition of. rigidly unifo'rm definitions and detailed 
ac^unting procedures u^on all types of institulions. In any event, theSe 
, issues would resolved afte*r a full review of the conflicting views and evi- 
denpe; and however the technical disagceements might be decided, it seems 
reasonable to expect that imprqved administration of posting' re|ulations would 
« result-within both^f^^Sral agencies and educational institutions. 

^ -Unfortunately, there is no jjarallel plan' for resolving the public-policy 
issues related to indirect costs and the financing of academi? research. By 
an act of Congress, since 1965 academic institutions have been required to 
share in^ the costs of research' supported by* federal grants. Such cost-shhring . 
usually -takes the form of the contribution of faculty time or some other Ic-ind 
of •MireHt^'~¥iIpp^trwRixirobrigat€^^ meet a corresponding 

share of the' indirect costs of th^ sponsored research. And since indirect 
costs have been increasing recently at a considerably faster rate than the . 
direct costs of research, the result is a kind of prbgressive "multiplier 
' effect" associrted with cost -sharing which adds to the general' financial burdens 
facing universities due to inhation/recession in the national economy. 
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The question of the extent to which academic institutions can coatinue to 
find^'the means ;:o shar'e in the costs of .federally sponsored research — including 
those due to limitations upon the full recovery of indirect costs — cannol: be 
answered from ttje results of the present study. From another study conducted 
under the. sponsorship* of the President 's Biomedical Research Panel, however^ 
it seems doubtful that unive^^sities can continue to find the resources to 
mainta'tn these subsidies without unjustifiable damage to the remainder of their 
educational programs ^(6) • The funding trends^ disclosed suggest that the 
federal government should carefully consider removing the cost-sharing require- 
ment aqd otherwise modify its policies that limit the recovery of the indirect 
costs of academic research, ^ ■ 
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